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CONSTRUCTION COSTS LEVEL OFF 
FTER climbing steeply for several years, residential construction costs lev- 
eledoff during 1949 very close totheir all-time peak, There were, of course, 


ups and downs during the year, but for the most part the trend could be de- 
scribed as sideways. 











The chart below shows the cost of building our standard six-room frame house 
in 52 cities from 1935 to the present. The red bars represent the difference be- 
tween the highest and lowest cost found in these 52 cities for each period covered 
by the chart. The blue line running through the red bars represents the national 
average cost, Several of the costs in the various cities have been revised and this 
has brought about some slight change in the national average. The peak of the na- 
tional average was reached in the fourth quarter of 1948, when it registered $14,- 
294. In January 1950 the national average stood at $13,831, or 3.2% below the peak, 

(cont, on page 46) 
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}+4 ; Frankly, we believe that some of the recent figures 
+++? «In this bulletin may be too high. We have not been able 
to secure adequate labor efficiency figures and suspect 
that in many cities the efficiency has picked up more 
than we have calculated. We will try to have a truer 
picture on labor efficiency by the time we publish 
the study again. 
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Last year, which set a new all-time high for the 
volume of residential construction, saw an increase 
in the number of homes priced below $10,000. We 
believe that the economy housing program being pushed 
by the FHA and many home builders will result in an 
even greater percentage of homes in lower price ranges 
this year. 
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It is difficult to find a valid excuse for the Ad-| 
ministration’s stand on government housing for the} 
middle income group, The so-called Cooperative 
Housing Bill is now being studied by Congress and is 
being amended almost daily, It is impossible to even 
guess what form it will finally take, Although the 
WICHITA K | tet] “middle income” group has not been defined, we pre - 

+4 sume that it is made up of families with incomes in the 
neighborhood of $4,000 per year, The average per fam- 
ily income in the United States in 1948 was $4,941 
(see Real Estate Analyst, Volume XVIII, No, 50, 
October 1949, page 429), and Mr, Truman placed the 
figure for 1949 at approximately $4,000 in one of his 
recent speeches, 














A family in this income group should be able to 
spend 25% of its monthly income on housing. This 
amounts to about $83 per month to take care of mort- 
gage payments, interest, insurance, taxes, utilities 
and heat. Experience on a five-room brick house in 
St. Louis indicates that insurance, taxes, utilities and 
heat would total approximately $25 per month, leaving 
$58 per month to cover mortgage payments and in- 
terest. An amortized 20-year loan at 5% pays off 
at the rate of $6.70 per month per $1,000, The $58 
to cover mortgage and interest payments would, there- 
fore, pay off a loan of $8,600 in 20 years, If we as- 
sume that this $8,600 represents a 90% loan, it would 

(cont. on page 47) 
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(cont. from page 46) 
appear that the middle income family could afford homes costing $9,500. 


According to the Federal Reserve Board of Governors, who have conducted sev- 
eral surveys of consumer finances, the average price paid for homes in 1948 was 
$9,000. Since 1948 was a year of peak costs, it should follow that the average price 
paid for homes in 1949 was less than $9,000. 


Of course, not everyone in the middle income group earns as much as $4,000 
per year, However, since the top earnings for families eligible for public housing 
units are supposed to be approximately $3,000 per year, it seems logical that this 
figure should mark the lower limit of the middle income group, In commenting 
upon the ability of this group to buy homes, The Home Building News quotes FHA 
figures, stating that in the first six months of 1949, 30.5% of all houses purchased 


under FHA standard financing were purchased by families with incomes less than 
$3,600 per year, 





The FHA also reports that economy houses ranging in price from $4,150 to $8,100 
are being produced in many parts‘of the country. The ‘economy house” is being 
encouraged by the FHA to sell to families with incomes of $3,000 per year. In the 
first quarter of 1949 issue of “Insured Mortgage Portfolio,” a quarterly booklet 
published by the FHA, Franklin D. Richards, Commissioner of the FHA, wrote: 


“On the basis of available information, the greatest demand, 
and capacity to pay for housing, lies in the $6,000 price 
range. From every section of the country it has been pos- 
sible to obtain examples of economy houses in this price 
range, and it is interesting to note that the monthly carry- 
ing charges, including payments to mortgage principal, in- 
terest, mortgage insurance premium, hazard insurance, and 
taxes, run under $45 in each instance.” 


We wonder what kind of housing can be produced through the government’s 
Cooperative Housing Bill that will cost the purchaser appreciably less than $45 
per month, This level is very close to the rent charged in public housing units, 
Average public housing rents are around $28 including heat and utilities plus a 
$14 subsidy, totaling $42. Since this is the average, there must be a considerable 
number of public housing units where rent and subsidy total more than $42, (See 
Real Estate Analyst, Volume XVIII, No, 38, August 1949, pages 338 and 339.) 


There is no way for the government to bring about lower cost housing than 
private enterprise can produce, In fact, it is generally more costly. As in the 
case of public housing, the units produced by the Cooperative Housing Bill may 
cost the purchaser or tenant less but the difference must be made up by some type 


of subsidy. At present, the contemplated 3-1/2% interest rate amounts to a direct 
subsidy. 


To quote from another article in *‘ Insured Mortgage Portfolio,” B, W. Horner, 
FHA State Director for Tennessee, wrote in the second quarter 1949 issue: 


“On March 1, 1949, each of the 100 houses had been sold at 
(cont. on page 51) 
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The blue line shows the changes in 
wholesale building material prices from 
1912 through 1923, The red line shows the 
changes from 1938 to the present, Note the 
similarity of the vertical rise in 1919 and 
1920 to the rise in 1946, It occurred almost 
exactly the same number of months after 
the end of the war, Easy credit has helped | | e 
maintain high construction activity which, ; | 
in turn, has prevented any substantial de- | | 
crease in building material prices. | 
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The blue lines show the changes of va- 
rious building material prices from 1913 
through 1923, The red lines show the 
changes of the same materials from the 
beginning of the war in 1939 to the present, 
The steep rises in lumber prices following 
each war are similar in pattern and timing, 
but the declines following World War I in- 
flation have not yet been repeated, nor are 
the eventual declines expected to be so se- 
vere as those of the 1920-21 period, 
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CONSTRUCTION COSTS LEVEL OFF 
(cont. from page 47) 
a price of $6,650. Each purchase was financed with an FHA- 
insured loan of $6,000 having a maturity of 30 years and an 
interest rate of 4-1/2 percent. The purchasers made a cash 
payment of $650 plus closing costs. The FHA valuation of the 
property was $6,325, and the monthly payments on the mort- 
gage total $42.86, including principal, interest, mortgage 
insurance premium, hazard insurance, and taxes, 


“. . . The subdivision is located just outside the city limits, 
with transportation available, It is well laid out, with macadam 
oil-surfaced streets, curbs, gutters, and sidewalks. All 
utilities are installed, Lots are 68 by 115 feet. The houses 
are one-story clapboard structures containing living room, 
dinette, kitchen, bathroom, and two bedrooms, with storage 
space in the attic, There are no basements, Two plans 
and nine different elevations were used, Each house con- 
tains 756 square feet of floor space. 


“... More than a thousand similar houses are now under 
construction and more are on the way.” 


Mr. Horner, in discussing another housing development near Nashville, Ten- 
nessee, wrote: 


“. . , construction of the Miro Meadows project was ac- 
tually begun January 15, 1949, when ground was first broken 
to build the streets, Almost immediately water mains were 
laid and houses were started, 


“The houses have sold for $6,500 each, financed with 95 
percent 30-year FHA-insured loans under Section 203 (b) 
(2) (D), The Veterans Administration approved the houses 
for 100 percent loans, and arrangements were made for 
financing the purchase of these houses through a combined 
FHA-GI loan, These arrangements enable the veteran who 
has a monthly income of $170 to buy a single-family home 
if he is able to make a cash payment of $180 and meet month- 
ly carrying charges of $42.79. These charges include prin- 
cipal, interest, mortgage insurance premium, taxes, and 
hazard insurance,” 


An income of $170 per month is only $2,040 per year. This shows that in some 


_ instances the private builder is reaching the lower income group. 
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We have pointed out before that a bill such as the Cooperative Housing Bill is 


_ a dangerous piece of legislation, It involves direct government long-term loans 


at a subsidized interest rate, to borrowers who are unable to qualify for conven- 


tional FHA loans, By virtually any standard, all loans made under such a program 
would be unsound, 
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TOTAL CONSTRUCTION AT ALL-TIME HIGH 


“i HE dollar volume of construction during 1949 reached a new record high of 
| $19.33 billion, This was 3% above the previous record set in 1948, Dollar 
volume of private construction was 3% less than in 1948, but this decline was 
caused by decreasing costs rather than shrinking physical volume. The types of 
private building that showed a higher dollar volume in 1949 than in 1948 were 
churches (+43%), hospitals (+72%), schools (+7%), and other institutional build- 
ings (+17%). It is strange how buildings of this type always seem to be erected at 
near-peak costs, 


rota! dollar volume of public construction increased 25% over the 1948 figure, 
The rise was from $4,2 billion to $5.3 billion, The biggest percentage increases in 
public construction were found in residential building, +153%, and hospitals and in- 
stitutional building, +108%. New public educational facilities also experienced a 
increase over the 1948 level, 


Building material dealers have found sales to farmers dwindling. New farm 
construction has been lagging behind the 1939 level ali through the present boom 
and in 1949 its dollar volume dropped another 10%, Although some building on farms 
will continue, the last opportunity to make sales to farmers has gone glimmering 
with dropping prices of farm products, 


In terms of 1939 dollars, most types of private building declined in 1949, Indus- 
trial building was down 40%, warehouses, offices and loft buildings were down 7%, 
and stores, restaurants and garages were also down 7%, 
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FARM DEBT AND INTEREST RATE STILL LOW 


HE average interest rate onfarm mortgages has remained the same for the 
Ei past four years, From 1946 through 1949 it has averaged 4.6%. This is only 
fractionally higher than the all-time low of 4.4% that prevailed during 1942- 
1945. In 1949 farm debt rose less than 5% from $4,88 billion to $5.11 billion, 


The present level is only about 47% as high as the peak farm debt of $10.78 billion 
in 1923. 


In studying the farm situation this very low debt is one of the outstanding factors, 
Another striking characteristic of this farm boom has been the declining trend of 
farm debt. During the boom of the twenties farm debt rose from $4.7 billion in 
1914 (the year World War I began) to $10.78 billion in 1923, an increase of 129%. 
On the other hand, farm debt in this boom has fallen from $7.0 billion in 1939 (the 
year World War II started) to $5.11 billion in 1949, a drop of 27%. 


Although farm land values have started to slip a bit, the “debt-value” ratio is 
still extremely low, and the farming industry is in an excellent financial condition, 


Considering this small debt load, the low interest rates, and a comparatively 
high price level for farm products, it is difficult to foresee any farm troubles of 
significant proportions, 
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a. FARM MORTGAGE INTEREST RATE COMPARED 





WITH FARM MORTGAGE DEBT 


| 
SESSSe: = 8 
| | | 

| 


> + + 


+ $+ -+-+-+ 
+++ —-+—— 


+ -—?> 


4 —+—_+4+--— 
‘ Vv 


L& 
= om om a’ 
[= 


LARS DEBT 


|< 
| o 


DOLLAR REWA 
INS OF DOL 


~ 


— , 
RAPID iG 
EXPANSION 
or 


FARM CREDIT 


f 

















REAL ESTATE ACTIVITY IN PRINCIPAL CITIES 
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FIRE LOSSES DECREASE 


OR the first time in twelve years the dollar volume offire losses in the United 

States declined. In 1949 the National Board of Fire Underwriters estimated 

that losses fromfire reached $ 667,536,000. This is a decline of approximate- 
ly 6% from the all-time high of $711,114,000 worth of buildings and contents burned 
in 1948, 


Unfortunately, this decline in fire losses cannot be attributed to increased 
alertness and caution on the part of the American people. Most of the decrease 
reflects dropping replacement costs. 


Although replacement costs on most items are somewhat lower than they were 
in 1948, they are a great deal higher than they were during the 1939-1945 period, 
In view of these higher costs, we believe that a great many property owners are 
not carrying sufficient fire and tornado insurance to replace losses that may occur. 
We have prepared a new leaflet showing the estimated amounts of insurance that 
should be carried to compensate for increased replacement costs. Sample copies 
of this leaflet are available upon request. 
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